WAC 458- 20- 136 Manuf act uri ng, processing for hire,
fabricating. (1) Introduction. This rule explains the
application of the business and occupation (B&), retail sales,
and use taxes to manufacturers. It identifies the special tax
classifications and rates that apply to specific manufacturing
activities. The law provides a retail sales and use tax
exenption for certain machi nery and equi pnment used by

manuf acturers. Refer to RCW 82.08. 02565, 82.12.02565, and WAC
458- 20- 13601 (Manufacturers and processors for hire--Sales and
use tax exenption for nmachinery and equi pnment) for nore
information regarding this exenption. Persons engaging in both
extracting and manufacturing activities should also refer to WAC
458- 20- 135 (Extracting natural products) and 458-20-13501

(Ti mber harvest operations).

(2) Manufacturing activities. RCW82.04.120 expl ai ns that
the phrase "to manufacture"” enbraces all activities of a
commercial or industrial nature wherein |abor or skill is
applied, by hand or machinery, to materials so that as a result
t hereof a new, different, or useful substance or articles of
tangi bl e personal property is produced for sale or commercial or
i ndustrial use. The phrase includes the production or
fabrication of special-mde or customnade articl es.

(a) "To manufacture” includes, but is not limted to:

(i) The production or fabrication of dental appliances,
devi ces, restorations, substitutes, or other dental |aboratory
products by a dental |aboratory or dental technician, effective
Cctober 1, 1998 (chapter 168, Laws of 1998);

(ii) The cutting, delinbing, and neasuring of felled, cut,
or taken trees;

(iii) The crushing and/or bl ending of rock, sand, stone,
gravel, or ore; and

(iv) The cleaning (renoval of the head, fins, or viscera)
of fish.

(b) "To manufacture"” does not include:

(1) The conditioning of seed for use in planting;

(i1) The cubing of hay or alfalfa;

(iii) The grow ng, harvesting, or producing of agricultural
products;

(iv) The cutting, grading, or ice glazing of seafood which
has been cooked, frozen, or canned outside this state;

(v) The packing of agricultural products, including
sorting, washing, rinsing, grading, waxing, treating with
fungi ci de, packaging, chilling, or placing in controlled
at nospheri c storage; and

(vi) The repairing and reconditioning of tangi ble personal
property for others.

(3) Manufacturers and processors for hire. RCW 82.04.110




defines "manufacturer” to nean every person who, either directly
or by contracting with others for the necessary | abor or
mechani cal services, manufactures for sale or for commercial or

i ndustrial use fromhis or her own materials or ingredients any
articles, substances, or commodities. However, a nonresident of
the state of Washington who is the owner of materials processed
for it inthis state by a processor for hire is not deened to be
a manufacturer in this state because of that processing.

Addi tionally, any owner of materials from which a nuclear fue
assenbly is fabricated in this state by a processor for hire is
al so not deened to be a nmanufacturer because of such processing.

(a) The term "processor for hire" neans a person who
performs | abor and nechani cal services upon property bel ongi ng
to others so that as a result a new, different, or useful
article of tangi ble personal property is produced for sale or
comercial or industrial use. Thus, a processor for hire is any
person who would be a manufacturer if that person were
perform ng the | abor and nmechani cal services upon his or her own
mat eri al s.

(b) If a particular activity is excluded fromthe
definition of "to manufacture,” a person perform ng the | abor
and nechani cal services upon materials owned by another is not a
processor for hire. For exanple, the cutting, grading, or ice
gl azi ng of seafood that has been cooked, frozen, or canned
outside this state is excluded fromthe definition of "to
manuf acture.” Because of this exclusion, a person who perforns
these activities on seafood belonging to others is not a
"processor for hire."

(c) A person who produces al um num nmaster all oys,
regardl ess of the portion of the alum num provi ded by that
person's customer, is considered a "processor for hire." RCW
82.04.110. For the purpose of this specific provision, the term
"al um num master alloy"” nmeans an alloy registered with the
Al um num Associ ation as a grain refiner or a hardener all oy
using the American National Standards Institute designating
system H35. 3.

(d) I'n sonme instances, a person furnishing the | abor and
nmechani cal services undertakes to produce an article, substance,
or comodity frommaterials or ingredients furnished in part by
the person and in part by the custonmer. Depending on the
ci rcunstances, this person will either be considered a
manuf acturer or a processor for hire.

(i) I'f the person furnishing the | abor and nechani cal
services furnishes materials constituting |less than twenty
percent of the value of all of the materials or ingredients
whi ch beconme a part of the produced product, that person will be
presunmed to be processing for hire.



(ii) The person furnishing the | abor and mechani ca
services will be presuned to be a manufacturer if the val ue of
the materials or ingredients furnished by the person is equal to
or greater than twenty percent of the total value of al
materials or ingredients which becone a part of the produced
product .

(iii) If the person furnishing the |abor and nechani cal
services supplies, sells, or furnishes to the custoner, before
processing, twenty percent or nore in value of the materials or
i ngredients fromwhich the product is produced, the person
furni shing the | abor and nechani cal services will be deened to
be the owner of the materials and consi dered a manufacturer.

(e) There are occasions where a manufacturing facility and
ingredients used in the manufacturing process are owned by one
person, while another person perforns the actual nmanufacturing
activity. The person operating the facility and perform ng the
manuf acturing activity is a processor for hire. The owner of the
facility and ingredients is the manufacturer.

(4) Tax-reporting responsibilities for incone received by
manuf act urers and processors for hire. Persons who nmanufacture
products in this state are subject to the manufacturing B&O tax
upon the value of the products, including by-products (see al so
WAC 458-20-112 regarding "value of products"), unless the
activity qualifies for one of the special tax rates discussed in
subsection (5), below. See also WAC 458-20-193 (I nbound and
out bound interstate sal es of tangible personal property).

For exanple, Corporation A stains door panels that it
purchases. Corporation A also affixes hinges, guide wheels, and
pivots to unstained door panels. Corporation B shears steel
sheets to dinmension, and slits steel coils to custoner's
requi renents. The resulting products are sold and delivered to
out-of-state custoners. Corporation A and Corporation B are
subj ect to the manufacturing B&O tax upon the val ue of these
manuf act ured products. These manufacturing activities take pl ace
i n Washi ngton, even though the manufactured product is delivered
out-of-state. A credit may be available if a gross receipts tax
is paid on the selling activity to another state. (See also WAC
458-20-19301 on nultiple activities tax credits.)

(a) Manufacturers who sell their products at retail or
whol esale in this state are also subject to either the retailing
or whol esaling B&O tax, as the case may be. In such cases, the
manuf act urer rnust report under both the "production®
(manuf acturing) and "selling" (wholesaling or retailing)
classifications of the B&O tax, and claima multiple activities
tax credit (MATC). See al so WAC 458-20-19301 for a nore detail ed
expl anati on of the MATC reporting requirenents.

For exanpl e, Incorporated purchases raw fish that it




fillets and/ or steaks. The resulting product is then sold at
whol esale inits raw formto custoners |ocated in Washi ngton.
I ncorporated is subject to both the manufacturing raw seaf ood
B&O t ax upon the val ue of the manufactured product, and the
whol esal i ng B&0O tax upon the gross proceeds of sale.

I ncorporated is entitled to claima MATC

(b) Processors for hire are subject to the processing for
hire B&) tax upon the total charge nmade to those services,

i ncludi ng any charge for materials furnished by the processor.
The B&O tax applies whether the resulting product is delivered
to the customer within or outside this state.

(c) The measure of tax for nmanufacturers and processors for
hire with respect to "cost-plus" or "time and material"”
contracts includes the anount of profit or fee above cost
recei ved, plus the reinbursenments or prepaynents received on
account of materials and supplies, |abor costs, taxes paid,
paynments made to subcontractors, and all other costs and
expenses incurred by the manufacturer or processor for hire.

(d) A manufacturing B&O tax exenption is available for the
cleaning of fish, if the cleaning activities are l[imted to the
renoval of the head, fins, or viscera fromfresh fish w thout
further processing other than freezing. RCW82.04. 2403
Processors for hire performng these cleaning activities renain
subject to the processing for hire B&0 t ax.

(e) Ampbunts received by hop growers or dealers for hops
shi pped outside the state of Washington for first use, even
t hough the hops have been processed into extract, pellets, or
powder in this state are exenpt fromthe B& tax. RCW82.04. 337.
However, a processor for hire with respect to hops is not exenpt
on amounts charged for processing these products.

(f) Manufacturers and processors for hire making retai
sal es nust collect and remt retail sales tax on all sales to
consuners, unless the sale is exenpt by law (e.g., see WAC 458-
20- 244 regarding sales of certain food products). A manufacturer
or processor for hire maki ng whol esal e sal es nust obtain resale
certificates fromthe custonmers to docunent the whol esale nature
of any transaction. (Refer to WAC 458-20-102 on resale
certificates.)

(5) Manufacturing--Special tax rates/classifications. RCW
82.04. 260 provides several special B& tax rates/classifications
for manufacturers engaging in certain manufacturing activities.
In all such cases the principles set forth in subsection (4) of
this rule concerning multiple activities and the resulting
credit provisions are al so applicable.

(a) Special tax classifications/rates are provided for the
activities of:

(i) Manufacturing wheat into flour, barley into pear




barl ey, soybeans into soybean oil, canola into canola oil, neal,
or canol a byproducts, or sunflower seeds into sunflower oil;

(ii) Splitting or processing dried peas;

(iii) Manufacturing seafood products, which remain in a
raw, raw frozen, or raw salted state

(iv) Manufacturing by canning, preserving, freezing,
processing, or dehydrating fresh fruits and vegetabl es;

(v) Sl aughtering, breaking, and/or processing perishable
meat products and/or selling the sane at whol esal e and not at
retail; and

(vi) Manufacturing nuclear fuel assenblies.

(6) Repairing and/or refurbishing distinguished from
manuf acturing. The term"to manufacture” does not include the
repair or refurbishing of tangible personal property. To be
consi dered "manufacturing,” the application of |labor or skill to
materials must result in a "new, different, or useful article.”
If the activity nmerely restores an existing article of tangible
personal property to its original utility, the activity is
considered a repair or refurbishing of that property. (See WAC
458-20-173 for tax-reporting information on repairs.)

(a) I'n making a determ nation whether an activity is
manuf acturi ng as opposed to a repair or reconditioning activity,
consideration is given to a variety of factors including, but
not limted to:

(1) Whether the activity merely restores or prolongs the
useful life of the article;

(ii) Whether the activity significantly enhances the
article's basic qualities, properties, or functional nature; and
(ii1) Whether the activity is so extensive that a new,

different, or useful article results.

(b) The follow ng exanple illustrates the distinction
between a manufacturing activity resulting in a new, different,
or useful article, and the nmere repair or refurbishnent of an
existing article. This exanple should only be used as a general
gui de. The tax results of other situations nust be determ ned
after a review of all the facts and circunstances. In cases of
uncertainty, persons should contact the departnment for a ruling.

(i) Corporation rebuilds engi ne cores. Wien received, each
core is assigned an individual identification nunber and
di sassenbl ed. The cylinder head, connecting rods, crankshaft,
val ves, springs, nuts, and bolts are all renoved and retained
for reassenbly into the sane engi ne core. Unusabl e conponents
are discarded. The block is then baked to burn off dirt and
inmpurities, then blasted to renove any residue. The cylinder
wal | s are rebored because of wear and tear. The retained
conmponents are cleaned, and if needed strai ghtened and/ or
reground. Corporation then reassenbles the cores, replacing the



pi stons, gaskets, timng gears, crankshaft bearings, and oi
punps with new parts. The conponents retained fromthe original
engi ne core are incorporated only into that sanme core.

(ii) Corporation is under these circunstances not engagi ng
in a manufacturing activity. The engine cores are restored to
their original condition, albeit with a slightly |arger
di spl acement because of wear and tear. The cores have retained
their original functional nature as they run with approxi mately
the sane efficiency and horsepower. The rebuilding of these
cores is not so extensive as to result in a new, different, or
useful article. Each engine core has retained its identity
because all reusabl e conponents of the original core are
reassenbled in the sane core. Corporation has taken an existing
article and extended its useful life.

(7) Conbining and/ or assenbly of products to achieve a
speci al purpose as manufacturing. The physical assenbly of
products from various conponents i s manufacturing because it
results in a "new, different, or useful" product, even if the
cost of the assenbly activity is mninml when conpared with the
cost of the conponents. For exanple, the bolting of a notor to a
punp, whether bolted directly or by using a coupling, is a
manuf acturing activity. Once physically joined, the resulting
product is capable of perform ng a punping function that the
separate conponents cannot.

(a) I'n some cases the assenbly may consi st solely of
conbining parts fromvarious suppliers to create an entirely
different product that is sold as a kit for assenbly by the
purchaser. In these situations, the manufacturing B&O tax
applies even if the person conbining the parts does not
conpl etely assenbl e the conponents, but sells themas a package.
For exanpl e, a person who purchases conponent parts from various
suppliers to create a wheel barrow, which will be sold in a "kit"
or "knock-down" condition with sone assenbly required by
purchaser, is a manufacturer. The purchaser of the wheel barrow
kit is not a manufacturer, however, even though the purchaser
nmust attach the handl es and wheel.

(b) The departnent considers various factors in determning
if a person conbining various itens into a single package is
engaged in a manufacturing activity. Any single one of the
follow ng factors is not considered concl usive evidence of a
manuf acturing activity, though the presence of one or nore of
these factors raises a presunption that a manufacturing activity
i's being perforned:

(i) The ingredients are purchased from various suppliers;

(ii) The person conbining the ingredients attaches his or
her own | abel to the resulting product;

(ti1) The ingredients are purchased in bulk and broken down



to smaller sizes;

(iv) The conbi ned product is marketed at a substantially
different value fromthe selling price of the individual
conponents; and

(v) The person conbining the itens does not sell the
i ndi vidual itenms except within the package.

(c) The follow ng exanples should be used only as a genera
gui de. The specific facts and circunstances of each situation
must be carefully exam ned to determne if the conbining of
ingredients is a manufacturing activity or nmerely a packagi ng or
marketing activity. In cases of uncertainty, persons conbining
itens into special purpose packages shoul d contact the
departnent for a ruling.

(i) Conbi ning prepackaged food products and gift itens into
a wi cker basket for sale as a gift basket is not a manufacturing
activity when:

(A) The products conbined in the basket retain their
ori gi nal packagi ng;

(B) The person does not attach his or her own | abels to the
conponents or the conbi ned basket;

(C The person maintains an inventory for sale of the
i ndi vi dual conponents and does sell these itens in this manner
as well as the conbi ned baskets.

(i1) Conbining bulk food products and gift itens into a
wi cker basket for sale as a gift basket is a manufacturing
activity when:

(A) The bul k food products purchased by the taxpayer are
broken into smaller quantities; and

(B) The taxpayer attaches its own |abels to the conbi ned
basket .

(ii1) Combining conponents into a kit for sale is not a
manuf acturing activity when:

(A) Al conponents are conceived, designed, and
speci fically manufactured by and at the person's direction to be
used with each other;

(B) The person's |l abel is attached to or inprinted upon the
conponents by supplier

(C The person packages the conponents with no further
assenbl y, connection, reconfiguration, change, or processing.

(8) Tax liability with respect to purchases of equi pnent or
supplies and property manufactured for commercial or industria
use. The retail sales tax applies to purchases of tangible
personal property by manufacturers and processors for hire
unl ess the property becones an ingredient or conponent part of a
new article produced for sale, or is a chemcal used in the
processing of an article for sale. If the seller fails to
coll ect the appropriate retail sales tax, the buyer is required



toremt the retail sales tax (commonly referred to as "deferred
retail sales tax") or use tax directly to the departnent. Refer
to WAC 458-20-113 for additional information about what
qgualifies as an ingredient or conmponent or a chemical used in

pr ocessi ng.

(a) RCW 82.08. 02565 and 82.12. 02565 provide a retail sales
and use tax exenption for certain machinery and equi pnent used
by manuf acturers and/or processors for hire. Refer to WAC 458-
20- 13601 for additional information regardi ng how these
exenptions apply.

(b) Persons manufacturing tangi ble personal property for
comrercial or industrial use are subject to both the
manuf act uri ng B&O and use taxes upon the value of the property
manuf actured, unless a specific exenption applies. (See also WAC
458- 20- 134 on conmercial or industrial use.) Persons who al so
extract the product used as an ingredient in a manufacturing
process should refer to WAC 458-20-135 for additional
information regarding their tax-reporting responsibilities.

[ Statutory Authority: RCWS82.32.300. 00-11-096, § 458-20-136,
filed 5/17/00, effective 6/17/00; 88-21-014 (Order 88-7), § 458-
20-136, filed 10/7/88; 86-20-027 (Order 86-17), 8§ 458-20-136,
filed 9/23/86; 83-07-032 (Order ET 83-15), 8§ 458-20-136, filed
3/15/83. Statutory Authority: RCWB82.01.060(2) and 82.32.300.
78-07-045 (Order ET 78-4), § 458-20-136, filed 6/27/78; Oder ET
71-1, 8§ 458-20-136, filed 7/22/71; Order ET 70-3, 8§ 458-20-136
(Rule 136), filed 5/29/70, effective 7/1/70.]




